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INTRODUCTION 

 
 
This report covers the activities of C corporations, S corporations, financial corporations, 
sole proprietorships and partnerships whose accounting period ended in 2002.  It also 
includes real estate rental activities reported on 2002 federal Schedule E by resident 
individuals.  Business entities with no income and no expenses other than those costs to 
maintain licenses and to file tax returns are excluded from this report. 
 
This report is organized into five sections.  Section 1 presents an overview of all business 
activities encompassed in this report.  Section 2 summarizes C corporations filing Form 
N-30 and S corporations filing Form N-35.  Section 3 discusses financial corporations 
filing Form F-1.  Section 4 includes sole proprietorships filing federal Schedules C and/or 
F, single-member limited liability companies (LLCs) filing federal Schedules C, E, 
and/or F, and resident individuals filing federal Schedule E.  Section 5 contains 
partnerships filing Form N-20. 
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SECTION 1 

 
 

OVERVIEW OF BUSINESS RETURNS 
 
 

SUMMARY 
 
A total of 128,119 income tax returns were filed by corporations, partnerships and 
individuals whose accounting periods ended in 2002.  Their aggregate Hawaii business 
receipts totaled $64.9 billion.  A total of 71,091 businesses, or 55.5% of all businesses, 
reported net profits of $4.0 billion.  The remaining businesses recorded net losses of $4.2 
billion. 
 
The most common business entities were sole proprietors (Schedules C, F and E), 
representing 75.3% of all Hawaii business filings for the period.  However, sole 
proprietors accounted for only 4.7% of the total business receipts.  The largest portion of 
cumulative receipts was attributable to C corporations, contributing 64.0% of the total.  
With higher capitalization, C corporations generated larger average business receipts 
although they made up only 11.6% of all business entities. 
 
 

BUSINESS RETURNS 
 
The most common forms of business are the sole proprietorship, partnership, C 
corporation, and S corporation.  A sole proprietorship is an unincorporated business that 
is owned by one individual.  It is the simplest form of business organization.  
Proprietorship's liabilities are the proprietor's personal liabilities.  Proprietors report their 
business activities on Schedule C and/or Schedule F (for farming activities) and attach 
the schedules to their federal individual income tax returns. 
 
A limited liability company (LLC) is a relatively new business structure allowed by state 
statute.  Owners of an LLC are called members.  Members of LLCs have limited personal 
liability for the debts and actions of the LLCs.  A single-member LLC is automatically 
treated as if it were a sole proprietorship, unless an election is made to be treated as a 
corporation.  Single-member LLCs report their incomes and expenses on Schedules C, E, 
and/or F and attach the schedules to their federal individual income tax returns. 
 
If a sole proprietor owns more than one business, he or she has to complete a separate 
schedule for each business.  In the case of multiple schedules filed, each schedule is 
considered a separate entity in this report. 
 
A partnership is an entity in which two or more partners join to form a business venture.  
Each partner expects to share in the profits and losses of the business. Partnerships file 
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Form N-20 to report their activities, but they do not directly pay income tax.  Instead, 
they "pass through" any profits, losses, and credits to their partners.  Partners include 
their share of income, loss, and credit on their individual tax returns. 
 
In forming a corporation, prospective shareholders exchange money and/or property for 
the corporation's capital stock.  C corporations with gross income from property owned, 
trade or business conducted, or any other source in Hawaii file Form N-30 and are subject 
to the corporate income tax.  In addition, every corporation that is incorporated under the 
laws of Hawaii must file Form N-30 if it has gross income from any source outside of 
Hawaii.  Financial corporations are exempt from the income tax but are subject to the 
franchise tax.  They report their activities on Form F-1. 
 
An eligible domestic corporation that elects to become an S corporation can avoid the 
corporate income tax.  However, the S corporation is liable for the tax on certain capital 
gains and passive income.  To be treated as an S corporation, the corporation has to meet 
the following requirements:  1) the corporation has no more than 35 shareholders; 2) the 
corporation has only one class of stock; 3) all of the shareholders are U.S. residents, 
either citizens or resident aliens; 4) all of the shareholders are individuals (i.e., no 
corporations or other entities own the stock); and 5) the corporation operates on a 
calendar year financial basis.  S corporations file Form N-35.  The S corporation's 
shareholders include their share of income, loss, deduction, and credit on their individual 
tax returns. 
 
Individuals who received rental income from real estate and were not in the real estate 
business file and attach Schedule E to their federal individual income tax returns.  In this 
report, rental activity reported on Schedule E is treated as a business entity and included 
in the proprietorship count. 
 
 

DATA SOURCE AND METHODOLOGY 
 
The primary data sources for C corporations, S corporations and partnerships were the 
Hawaii Department of Taxation's computerized data systems (CNIT and ITIMS).1  The 
Internal Revenue Service's Business Return Transaction File (BRTF) was the secondary 
source, and it provided additional data items not captured by the state systems.  Certain 
data items that are not available from electronic sources were collected manually from 
paper returns. 
 
Since federal Schedules C, F and E are not required on Hawaii tax returns, the Internal 
Revenue Service's Individual Return Transaction File (IRTF) was the primary data source 
for sole proprietorships.  Supplemental data items not captured by IRTF were extracted 
from CNIT and ITIMS. 
 

                                                 
1 Comprehensive Net Income Tax (CNIT) system and Integrated Tax Information Management System 
(ITIMS).  ITIMS replaced CNIT in November 2002. 
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For financial corporations, all data items were recorded manually from Form F-1 because 
this data is not available in electronic format. 
 
Wage information was obtained from a combination of various sources:  the Hawaii 
Department of Taxation's General Excise and Withholding (GEW) system, CNIT, 
ITIMS, BRTF, IRTF, and paper returns.  The count of W-2 forms was retrieved from the 
GEW system.  As a result, the amount of wages and the count of W-2 forms may not 
correspond. 
 
In this report, "business receipts" refers to primary payments received for goods and 
services provided by the trade or business.  It does not include passive income such as 
interest, rent and capital gains, except where passive income is the major business 
activity of an entity.  Business receipts and all other income less business expenses, 
including the cost of goods sold and returns and allowances, result in either net profits or 
net losses.  For proprietors, any profit or loss from their business activities is included as 
ordinary income on their individual tax returns. 
 
A business entity that filed allocation and apportionment of income is classified as an 
“apportioned” entity in this report.  Its out-of–state sales and compensation paid are 
excluded from gross business receipts and wages.  Apportioned Hawaii sales and 
compensation paid are reported as business receipts and wages paid respectively.  
Business entities not apportioning income are classified as “non-apportioned” entities. 
 
 

INDUSTRIAL CLASSIFICATION 
 
Each return was assigned an industry code that described its principal business activity.  
The industry code was provided on the business income tax return by the taxpayer.  
Where the industry code was not valid or left blank, the code assigned was based on the 
taxpayer's description of its business activity as reported on the tax return.  An entity with 
multiple business activities was assigned an industry code that most closely reflected its 
principal activity.  For proprietors filing multiple Schedules C and F, each schedule was 
assigned a separate code because each proprietorship activity was treated as a single 
entity.  The 1997 edition of the North American Industry Classification System (NAICS) 
was used as a guideline in the assignment of codes. 
 
It should be noted that assigning only one industry code to an entity can impose some 
limitations on data interpretation.  An entity that is classified in a specific industrial 
category may operate several other business activities more properly included in other 
categories.  For example, an entity that manufactures petroleum products may have 
wholesale (sales to retail stores) and retail (sales to final consumers) activities.  Also, the 
activities reported for a given industrial category may not be inclusive of all comparable 
business operations.  For instance, the category "liquor stores" would not include the 
liquor sales by department stores and grocery stores.  In general, the activity that 
generated the largest portion of business receipts for an entity determined its assignment 
to an industrial category. 
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STATISTICAL OVERVIEW 
 
 
TAXATION DISTRICTS 
 
The State of Hawaii is geographically divided into four taxation districts:  the First 
Taxation District includes the island of Oahu; the Second Taxation District, the islands of 
Maui, Molokai and Lanai; the Third Taxation District, the island of Hawaii; and the 
Fourth Taxation District, the islands of Kauai and Niihau.  Each business entity normally 
files its tax return in the district where it is located.  Entities conducting business in more 
than one district may consolidate their data and file only in one district, generally the 
First, the most populous district in the state. 
 
Table 1-3 shows the distribution of businesses by district.  As expected, business filings 
were concentrated in the First District and paralleled the population distribution in each 
district.  Business returns were distributed as follows:  69.0% in the First District, 12.5% 
in the Second District, 13.0% in the Third District, and 5.4% in the Fourth District.  A 
similar distribution pattern was seen in most industry groups.  All industries were 
concentrated in the First District, except the agriculture and fishing industry.  Nearly half 
of the agriculture and fishing entities were in the Third District, which has more than 
60% of the state's agricultural area. 
 
As seen in Table 1-10, businesses that filed in the First District accounted for 86.7% of 
business receipts, 85.1% of wages paid, and 79.1% of W-2 count.  This is due in part to a 
concentration of the state's largest businesses in the First District.  Another reason is that 
some businesses combined their activities from different districts and filed on a 
consolidated basis in the First District. 
 
 
BUSINESS RECEIPTS 
 
Hawaii business receipts amounted to $64.9 billion in 2002.  Table 1-5 indicates that only 
5,831 business entities, or 4.6% of all business entities, had Hawaii business receipts of at 
least $1 million.  However, these business entities accounted for 88.6% of business 
receipts, 57.1% of net profits, 82.2% of wages paid, and 75.8% of W-2 count. 
 
Figure 1-1 shows that the retail industry was the main contributor of Hawaii business 
receipts in 2002.  The retail industry generated $11.2 billion in business receipts, 
representing 17.3% of total receipts.  Using average business receipts as an approximate 
measure of business size, the wholesale industry with $2.6 million in average receipts 
was the largest in business size. The agriculture and fishing industry with $70,000 in 
average receipts was the smallest in business size. 
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NET INCOME 
 
Hawaii net income totaled a negative $245.1 million in 2002.  A total of 71,091 
businesses had net profits amounting to $4.0 billion, while 50,730 businesses had net 
losses totaling $4.2 billion.  The remaining 6,298 business entities had zero net balances. 
 
The negative net income indicates the adverse effect of the September 11 terrorist attacks 
on Hawaii's economy.  However, the adverse effect had been an uneven one in many 
respects.  In terms of industry sector, the impact of the September 11 terrorist attacks had 
been centered around tourism.  Total visitor arrivals for fiscal year 2002 declined 12.2%.  
Segments dependent on Japanese visitors had been hurt more than U.S. mainland-
oriented businesses.  In fiscal year 2002, international visitor arrivals dropped 24.2% 
while domestic visitor arrivals decreased 5.6%.  The falloff in visitors to Hawaii had led 
to a significant decline in the entertainment and hospitality industry.  The entertainment 
and hospitality industry reported negative net income of $280.1 million.  
 
The unevenness of the adverse effect also had a geographical dimension.  As presented in 
Table 1-10, the First District was the only district with negative net income.  A total of 
$3.0 billion in net profits was offset by $3.5 billion in net losses.  Among the three 
districts with positive net income, the Second District had the highest ratio of profit to 
loss.  The amount of net profits was twice as much as the net losses.  The First District 
had fared worse than the other districts, in part because of its relatively larger dependence 
on Japanese tourism, but also because of a concentration of the state's largest businesses. 
 
As discussed above, the impact of the September 11, 2001 terrorism is noticeable in tax 
filings for business activities in 2002.  By industrial classifications, entertainment and 
hospitality, the key economic sector of the state, was the most severely affected industry.  
In 2002, $323.3 million in net profits were more than offset by $603.4 million in net 
losses, resulting in negative net income of $280.1 million.  The information industry 
reported negative net income of $275.6 million, while the construction and utilities 
industry had negative net income of $105.9 million. 
 
In contrast, some industries generated an impressive positive net income.  The business 
services industry was the most profitable sector in 2002, with combined net income of 
$221.8 million.  The real estate and rental industry ($162.0 million) and health and care 
services industry ($142.5 million) also did well. 
 
Table 1-6 shows that 79.6% of business entities with positive net income had net profits 
of less than $25,000.  On average, their net income was $6,000.  Those entities with at 
least $1 million of net profits had the largest average net income of $5.3 million, and they 
comprised less than 1% of all entities with positive net income. 
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WAGES and W-2 FORMS 
 
Hawaii businesses reported $8.1 billion in wages paid.  The three industries that paid out 
the most in wages were business services ($1.4 billion), entertainment and hospitality 
($1.2 billion) and retail trade ($1.1 billion). 
 
A total of 351,368 W-2 forms were tallied in this report.  The entertainment and 
hospitality industry accounted for the largest portion of the W-2 count at 23.4%.  The 
business services industry followed with 18.7% and the retail trade industry with 16.7%.  
The educational services industry accounted for less than 1% of the total.  It should be 
noted that since businesses issue a W-2 form to every employee, regardless of length of 
service or turnover rate, the W-2 count only approximates the actual job or position 
count. 
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SECTION 2 

 
 

CORPORATIONS 
 
This section discusses corporations that are taxable under Chapter 235 of the Hawaii 
Revised Status (HRS).  Form N-30 must be filed by C corporations if they have gross 
income from property owned, trade or business carried on, or any other source in Hawaii, 
or are incorporated under the laws of Hawaii.  C corporations are subject to the following 
rates on Form N-30:  4.4% on taxable income up to $25,000, 5.4% on the excess over 
$25,000 but not over $100,000, and 6.4% on the excess over $100,000.  Net capital gains 
are taxed at 4%.  Form N-35 must be used to report the income, deduction, gains and 
losses of S corporations having income from activities within and without Hawaii. 
 
Corporations numbered 24,469 in tax year 2002, of which 14,863 were C corporations 
and 9,606 were S corporations.  This represents a 5.2% decrease from tax year 2000 of 
25,805.  Business receipts for all corporations totaled $52.1 billion and reflect a 2.8% 
decline from $53.6 billion in tax year 2000. 
 
C corporations contributed business receipts of $41.5 billion and made up the largest 
portion, at 64.0%, of statewide receipts.  About 22.7% of C corporations reported at least 
$1.0 million in business receipts.  S corporations had business receipts amounting to 
$10.6 billion.  Approximately 15.3% of S corporations recorded business receipts of $1.0 
million or more. 
 
In tax year 2002, net income for all corporations totaled a negative $983.1 million.  S 
corporations contributed $445.2 million in positive net income, which was more than 
offset by C corporation negative net income of $1.4 billion.  This is likely the result of 
the disruption of normal economic activity following the terrorist attacks of September 
11. 
 
As presented in Table 2-5, C corporations reported $860.8 million in net profits, $2.3 
billion in net losses and $51.7 million in Hawaii tax liability.  A total of 5,296 business 
entities showed profits, contrasted with 4,324 entities with losses.  On average, net losses 
per entity were more than triple the net profits per entity.  Because of the $481.3 million 
in net losses, business services recorded negative net income of $381.4 million.  The 
construction and utilities industry and information industry followed with negative net 
income of $229.5 million and $193.0 million, respectively.  Among C corporation 
industries, retailing, health and care services, and repair services were the only profitable 
businesses in 2002.  They generated net income of $23.0 million. 
 
Table 2-6 shows S corporation net profits of $1.1 billion, net losses amounting to $661.1 
million and tax liability totaling $141,000.  Since S corporations pass through any profits 
or losses to their shareholders and pay taxes only on excess net passive income and 
certain capital gains, less than 1% of S corporations was liable for taxes. 
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SECTION 3 

 
 

FINANCIAL CORPORATIONS 
 
Banks and other financial institutions taxable under Chapter 241 of the Hawaii Revised 
Statutes must file Form F-1.  In lieu of an income tax, these corporations pay a franchise 
tax, based on their Hawaii adjusted income. 
 
For tax year 2002, 129 financial corporations filed Form F-1, reporting business receipts 
of $2.8 billion and net income of $199.5 million.  Profits of $331.8 million were realized 
by 64 entities, while 54 corporations incurred losses totaling $132.3 million.  A franchise 
tax liability of $16.8 million resulted from the profitable organizations. 
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SECTION 4 

 
 

PROPRIETORSHIPS 
 
Sole proprietors are required to file Schedule C and/or Schedule F with their federal 
individual income tax returns.  Schedule F is used to record farm activities, while 
Schedule C is used for all other businesses.  Since single-member limited liability 
companies (LLCs) are classified as if they were a sole proprietorship, they have to file 
Schedules C, E and/or F with their individual income tax returns.  Their schedules are 
included in the proprietorship count.  Proprietors operating several businesses will often 
file multiple schedules.  For this report, each schedule is treated as a separate entity. 
 
Although not technically recognized as proprietors, some individuals receive rental 
income from real estate holdings.  Federal Schedule E, Part 1, is used to report any 
revenue or loss derived from such activities.  For the purpose of this study, any real estate 
rental recorded on Schedule E is considered a proprietorship entry, and included herein. 
 
Sole proprietorships accounted for 75.3% of all Hawaii business entities in 2002.  Of the 
96,431 registered proprietorships, 58,165 included Schedules C and F with their federal 
returns, while 38,266 attached Schedule E.  Business receipts from proprietors totaled 
$3.0 billion, which comprised 4.7% of all business revenues in the state.  Approximately 
72.3% of proprietors had revenues under $25,000, and 5.8%, or 5,633, recorded zero 
receipts. 
 
Table 4-1 reveals the dominance of the real estate and rental industry among 
proprietorships, with 43.5% of all such returns engaged in these activities.  This pattern 
held in all districts, ranging from 31.6% on the island of Hawaii to 47.2% on Oahu.  
Business services represented the next highest category of filings at 10.9%, followed by 
retailing with 7.0%. 
 
Not surprisingly, real estate and rental proprietors contributed 31.1%, or $936.3 million, 
of total business receipts.  The retail sector and business services each accounted for 
approximately 11.2% of revenues.  The construction and utilities grouping ranked highest 
in terms of revenues per entity at $105,000, and was responsible for 10.7% of total 
business receipts. 
 
Statewide net income for sole proprietors reached $503.0 million, with 57.7% of all 
entities reporting profits of $777.8 million, and 41.5% recording losses of $274.8 million.  
The largest source of net income was the business services industry, adding $132.2 
million, or 26.3%, followed by the health and care services sector at $101.4 million, or 
20.2%.  Only the agriculture and fishing industry experienced a negative net income, at 
$4.9 million. 
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The difference between business receipts and net income consists of expenses and 
deductions.  Among the proprietorship population, over $2.5 billion in expenses was 
claimed, 24.7% of which was $627.9 million in cost of goods sold.  The retail industry 
accounted for $201.1 million of this figure, with the cost of goods sold representing 
62.6% of its total expenses of $321.2 million.  As a sector, the real estate and rental 
industry recorded the greatest amount of overall expenses, $897.1 million, or 35.4% of 
the total.  Mortgage interest made up 24.4%, or the largest portion, of these expenses. 
 
In Table 4-5, individual tax returns are examined to compare the contribution of 
proprietorship revenue to other income sources.  On average, 12.8% of individual 
taxpayers' adjusted gross income (AGI) can be attributed to proprietorship activities.  
Only for the AGI class between $5,000 and $10,000 does proprietorship income represent 
a major (44.5%) source of funds. 
 
Table 4-6 extends the comparison to industry sectors.  As a percentage of AGI, 
proprietorship contributions range from 1.8% in the rental group to 42.8% in health and 
care services.  In general, proprietorship income is not a primary contributor of AGI. 
 
From Table 4-8, it appears that for 46.9% of all sole proprietors, business earnings 
represented less than 1% of total adjusted gross income (AGI).  Only 23.4% reported 
proprietorship income of at least 51.5% of AGI.  By industry, business revenues 
comprised at least half of AGI for 52% of transportation providers and 43.0% of 
construction and utility operators, compared to only 15.7% of education proprietors. 
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SECTION 5 

 
 

PARTNERSHIPS 
 
If any partnership engages in business or trade in Hawaii, has income attributable to 
Hawaii, or has at least one Hawaii resident as a partner, then that partnership must file tax 
Form N-20.  Although partnerships do not directly pay income tax, all income, 
deductions, credits, gains, and losses from operations must be reported on Form N-20.  
Partnership income is passed on to the individual partners, who must declare their share 
of the business income or loss on their tax returns.  Any taxable entity such as an 
individual or corporation becomes liable for taxes due on these passed on profits. 
 
For tax year 2002, some 7,090 partnerships filed Form N-20, a 7.8% increase over the 
6,574 recorded in tax year 2000.  Hawaii business receipts for 2002 were $7.0 billion, a 
drop of 9.1% from 2000.  Partnerships with business receipts under $10,000 accounted 
for 14.1% of all N-20 filings, while 18.8% showed zero business income. 
 
From the distribution summary presented in Table 5-3, almost 50% of registered 
partnerships were engaged in the real estate and rental industry, contributing 28.0% of 
total business revenues.  Average partnership receipts for this group were $553,000.   In 
contrast, average partnership receipts for the entertainment and hospitality classification 
were $2.5 million each, with this sector accounting for only 7.0% of total Hawaii 
partnerships, but contributing 17.7% of total partnership revenues. 
 
In 2002, apportioned partnerships numbered 297 and made up 4.2% of all partnerships.  
These apportioned partnerships accounted for 37.1% of total partnership receipts, or $2.6 
billion.  For this segment, net profits were $193.2 million, and net losses were $98.8 
million.  All other partnerships declared gross receipts of $4.4 billion, recording $691.7 
million in net profits, and $750.7 million in net losses.  Overall, more than half, or 53.5%, 
of all partnerships reported net profits in 2002.  All partnerships generated net income of 
$35.5 million, representing an 89.3% decline from 2000. 
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